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CERTIFIED MAIL 

* * * * * * * * ** * * * * * 
****** * * * *  * * * * *  ***  
***** ***  **** 
* * * * * * * * * *  *** ***** 

Ernployer Identification Number: 

********** 
Form Number: 

**** 
Tax Years: 

********  * *  **** 
Key District: 

******  
Person to Contact: 

***** *** * * * * *  
Contact Telephone Number: 

****  ******** 

- Dear Appel lan t :  

T h i s  is a  f i n a l  adverse  d e t e r m i n a t i o n  a s  t o  your  exempt s t a t u s  under  s e c t i o n  
5 0 1 ( c ) ( 3 )  of t h e  I n t e r n a l  Revenue Code. 

I Our adverse  d e t e r m i n a t i o n  was made f o r  t h e  f o l l o w i n g  r e a s o n ( s ) :  

1 )  You a r e  n o t  o rgan ized  o r  opera ted  e s c l u s i v e l y  f o r  any exempt purpose 
d e s c r i b e d  i n  s e c t i o n  501 ( c )  (3)  . 

2) Your o p e r a t i o n s  f u r t h e r  p r i v a t e  i n t e r e s t .  You a r c  n o t ,  therefore, 
opera ted  e x c l u s i v e 1  y f o r  exempt purposes .  

~ 3) Your incon~e  i n u r e s  t o  t h e  b e n e f i t  of p r i v a t e  i n d i v i d u a l s .  

1 4) Your a s s e t s  a r e  not: permanently d e d i c a t e d  t o  cscrnpt purposes .  You 
a r e  n o t ,  t h e r e f o r e ,  o r g a ~ ~ i z e d  excl t ~ s j  v c i  y  Cor exempt purposes .  

C o n t r i b u t i o n s  t o  your  o r g a n i z a t i o n  a r e  n o t  d e d u c t i b l e  under  Code s e c t i o n  170 .  

You a r e  r e q u i r e d  t o  f i l e  Federa l  income t a x  r e t u r n s  on t h e  form i n d i c a t e d  above. 
Based on t h e  f i n a n c i a l  in format ion  you f u r n i s h e d ,  it a p p e a r s  t h a t  r e t u r n s  should be 
f i l e d  f o r  t h e  above y e a r s .  You should  f i l e  t h e s e  r e t u r n s  w i t h  your  key D i s t r i c t  D i r e c t o r ,  
EP/EO D i v i s i o n ,  w i t h i n  30 days from t h e  d a t e  o f  t h i s  l e t t e r ,  u n l e s s  a  reques t  f o r  an 
e x t e n s i o n  of t ime is  g r a n t e d .  Process ing  o f  income t a x  r e t u r n s  and assess~nent  of any 
t a x e s  due w i l l  n o t  be  delayed because you have f i l e d  a  p e t i t i o n  f o r  d e c l a r a t o r y  judgment 
under  Code s e c t i o n  7428. You s h o u l d  f i l e  r e t u r n s  f o r  l a t e r  t a x  y e a r s  with t h e  a p p r o p r i a t e  
s e r v i c e  c e n t e r  shown i n  t h e  i n s t r u c t i o n s  f o r  t h o s e  r e t u r n s .  

I f  you d e c i d e  t o  c o n t e s t  t h i s  d e t e r m i n a t i o n  u!lder t h e  d e c l a r a t o r y  judgment 
p r o v i s i o n s  o f  Code s e c t i o n  7428, a p e t i t i o n  t o  t h e  Uni ted  S t a t e s  Tax Court,  t h e  U n i t e d  
S t a t e s  Court  o f  Claims, o r  t h e  d i s t r i c t  c o u r t  o f  t h e  United S t a t e s  f o r  t h e  D i s t r i c t  o f  
Columbia must be  f i l e d  wi th in  90 days  from t h e  d a t e  this d e t e r m i n a t i o n  was mai led  t o  you. 
Contac t  t h e  c l e r k  o f  t h e  a p p r o p r i a t e  c o u r t  f o r  r u l e s  Tor f i l i n g  p e t i t i o n s  f o r  
d e c l a r a t o r y  judgment. 

(aver) 

600 Arch Street. Rm. 4454. Philadeluhia. PA 19.15C 
etter 1371(RO) (1-80) 



Code s e c t i o n  6104(c) .  

I f  you have any ques t ions ,  p lease  con tac t  t he  person whose name and telephone 
r';urnber a r e  shown i n  the  heading of  t h i s  l e t t e r .  

S incere ly  yours, * * ******  *  * * *  

Associate Chief, 
Appcal s O f f  i c e  

cc:  ***************** * * .  

ter. 1371(RO) (1-80) 
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exclusively for one or more exempt purposes and (3)  that no part o f  i t s  net 
earnings inure t o  the benef i t  o f  a private shareholder or individual. (See 
Hancock Academy o f  Savannah Inc., v .  Commissioner, 69 T.C. 488 (1977). 

To meet the organizational t e s t ,  the art icles o f  incorporation for the 
applicant organization must limit the purposes o f  the organization t o  one or 
lrroro exc~npt purposos dosicxibod i n  coction 501 (c )  ( 3 ) .  The nrtic.2e.s must also 
not specif ically  empower the organization to  engage, except insubstantially, 
i n  a c t i v i t i e s  not i n  furtherance o f  one or more o f  these purposes. An 
organization w i l l  not meet t h i s  t e s t  unless i t s  assets  are dedicated t o  an 
exempt purpose upon dissolution. This means that the organizatipn ' s  governing 
instrument must contain a written provision which distributes the  assets o f  
the corporation t o  qualifying organizations i n  the even+ it dissolves. 

The operational t e s t  requires that  an organization's a c t i v i t i e s  be 
primarily those which accomplish one o r  more exempt purposes described i n  
section 501 ( c )  ( 3 ) .  d lso ,  an organization i s  not considered t o  be opera.ted 
exclusively for exempt purposes unless it serves a public rather than a private 
in teres t .  Section 1.501 ( c )  (3) -1 ( d )  (ii) , Income Tax Regulations,. Callaway 
Family Association v. Commissioner, 71 TC 340, (1978) . The application must 
therefore prove that it i s  not operated for the benef i t  o f  the private interest  
o f  individuals such as the founder or h i s  family. Basic Bible Church v. 
Ccarnissioner 74 TC 846 (1980). 

The United Sates Tax Court has issved the following additional guidelines 
on whether an organization w i l l  quali fy  for exenption under section 501(c) (3) 
and as a church as described i n  section 509(a) (1)  and 170(b) (1)  (A)  (i). 

In Truth Tabernacle, TC Memo 1981-214, the Court stated that  a church 
organization d i d  not meet the requirements for exem.ption under section 5011~) (3). 
The record showed that the organization d i d  not maintain Formal accounting 
records o.E i t s  funds, expenditures or contributions and 3id not have document- 
ation on the use o f  i t s  money. Therefore, the Court concluded that  there was 
insu f f i c i en t  information t o  determine whether the organization was operated 
exclusively for any exempt purpse and denied exemption t o  the organization. 
See also Church o f  the Transfiguring S p i r i t  v. Commissioner, TC 1 (1981), and 
Southern Church o f  Brotherhood v. Commissioner, 74 TC 196 ( 1 9 a .  

In Western Catholic Church v. Commissioner, the  court ruled that because the 
organization claiming status as a church se t  subs+hntia7 amounts o f  i t s  income 
aside for a building fund and d i d  not distr ibute any signif icant  amounts to  
care for the sick and needy, the organization was engaging i n  passive investment 
and therefore d i d  not quali fy  for exemption from Federal income tax since i ts  
act iv i t ies  were not devoted exclusively t o  promoting an exempt purpose. The 
fact that an organization claiming t o  be a church must show that  it makes 
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s u b s t a n t i a l  e x p e n d i t u r e s  f o r  the c a r e  o f  the s i c k ,  n e e d y  and 1mpr.isoned rras 
a l s o  d i s c u s s e d  i n  Bubbl ing  t i e l l  Church o f  U n i v e r s a l  Love v e r s u s  ~onmutss ioner ,  
74 TC 39 (6-1980). T h e  Cour t  concluded t h a t  b e c a u s e  the o r g a n i z a t i o n  cou ld  
show no d i r e c t  e v i d e n c e  of e x p e n d i t o r e s  f o r  t h i k  purpose ,  it d i d  n o t  q u a l i s y  
f o r  e x e m p t i o n  .from Federal  income t a x  s i n c e  the o r g a n i z a t i o n  !?as d i r e c t l y  
b e n e f i t i n g  i t s  c r e a t o r s  and founders .  

1. YOU f a i l  the o r g a n i z a t i o n a l  test o f  section 501 (c) (3)  s i n c e  your 
a s s e t s  a r e  n o t  d e c i d a t e d  t o  an exempt purpose. 

2. YOU f u l l  the o p e r a t i o n a l  test because  you h a v e  n o t  e s t a b l i s h e d  
t h a t  you a r e  a church.  You h a v e  n o t  s u b m i t t e d  s u f f i c i e n t  informatiorr  
t o  show t h a t  you m i n i s t e r  t o  a r e g u l a r  c o n g r e g a t i o n  and conduc t  
r e l i g i o u s  services which  a r e  open  t o  the g e n e r a l  p u b l i c ,  n o r  have 
you shorm t h a t  you serve a ~ u b l i c  purpose a s  r e q u i r e d  b y  t h e , r e g v l a t i o n s .  '. 

3. You haves n o t  n m i n t a i n e d  proper f i n a n c i a l  r e c o r d s  f o r  u s  t o  de termine  

for u s  t o  d e t e r m i n e  whe ther  you a r e  opera ted  e x c l u s i v e l y  f o r  any - 
any exempt or p u b l i c  purpose. 

You a r e  r e q u i r e d  t o  f i l e  Federal  incvme  t a x  r e t u r n s  o n  Form 1120. 

You h a v e  the r i g h t  t o  appea l  o u r  d e t e r m i n a t i o n  I f  you believe i k  i s  
i n c o r r e c t .  To appea l ,  p l e a s e  r e f e r  to  the enc losed  P u b l i c a t i o n  892. 

In accor.3ance w i t h  s e c t i o n  G l O 4 ( c )  o f  the Code, r?e a r e  n o t i f y i n g  t h e  

"If you do  n o t  p r o t e s t  thls d e t e r m i n a t i o n  w i t h i n  30 d a y s  from the 
d a t e  of th is  l e t t e r ,  it w i l l  be c o n s i d e r e d  b y  t h e  I n t e r n a l  Revenile 
S e r v i c e  a s  a f a i l u r e  t o  e x h a u s t  a b a i l a b l e  admfn l s i ' ra t i ve  remedies .  
S e c t i o n  7428 (b) ( 2 )  o f  the I n t e r n a l  Revenue Code p r o v i d e s  .. i n  p a r t ,  
t h a t  "A d e c l a r a t o r y  judgment or d e c r e e  under this sectiu:~ s h a l l  not: 
br: issued i n  any p m c e ~ d l n g  u n l e s s  the T a x  C o u r t ,  the Court  o f  Claims 
Or the d i s t r i c t  c o u r t  o f  the U n i t e d  S t a t e s  for the D i s t r i c t  of - 
colunbia de termines  t h a t  the o r g a n i z a t i o n  has exhaus ted  a d m i n i s t r a t i v e  
'@Wies  a v a i l a b l e  to  it within t l i e  I n t e r n a l  Revenue Service." 
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